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Independent Anditors’ Report

The Members of the Board of Education
Dristrict of Columbia;

We have audited the accomponying DBudgetary Comparison Scheduole — Governmental Funds (the
Schedule) of the District of Columbia Public Schools (DCPS), which represents a portion of the District of
Columbia’s General Fund and Federal and Private Resources Fund, for the year ended September 30, 2004.
Thiz schedule is the responsibility of the DCPS's management. Our responsibility is 10 express an opinion
om this schedule based on our audit.

We conducted our andit in accordance with auditing standards penerally accepled in the United Siates of
America. Those standards require that we plan and perform the awdil to obtain reasonable assurance about
whether the Schedule iz free of malerial missialement. An sudit includes examining, on & test basis,
evidence supporting the amounts and disclosures in the Schedule. An audit alzo includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the
overall schedule presentation. We believe that our audit provides a reasonable basis lor our opinion.

As discussed in note 2, the schedule presents only the [XCPS's original budget, final budget and actual
revenues, expenditures, and other sources/uses, which 15 not a complete presentation of the financial
position or changes in financial position of the DCPS or the District of Columbia. Furthermore, the
accompanying schedule presents only a portion of the District of Columbia®s General Fund amd Federal
and Private Hesources Fund and it does not purport to, and does not, present the fnancial position or
changes in financial position of the DCPS or the Distnet of Columbiz as of and for the vear ended
September 30, 2004,

In our opimion, the Schedule, presents farcly, in all matenial respects, the ongmal budeet, fnal budpget and
actual revenues, expenditures, and other sources’uses of the DCPS, which represents a portion of the
mstniet of Columbia®s General Fund and Federal and Private Resources Fund, for the vear ended
Septemnber 30, 2004, in conformity with accounting principles generally accepted in the United States of

America,

Our audit was conducted for the purpoze of forming an opinion on the Schedule. The Schedule of
Expenditures - Budget and Actual — Governmental Funds - Organization is presented for purposes of
additional amalysis and is not part of the Schedule. The Schedule of Expenditures — Budgel and Actual -
Governmental Funds — Organization has been subjected to the anditing procedures applied in the audit of

the Schedule and, in our opimion, is fairly stated in all material respects in relation 1o the Schedule taken as
a whole,
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(1)

(2)

DISTRICT OF COLUMBIA PUBLIC SCHOOLS
Motes to the Budgetary Comparison Schedule —~ Governmental Funds

Fiscal Year Ended September 30, 2004
{Dollors in Thosanads)

Summary of Significant Acconnting Policies
Backgroumnd

The mission of the District of Columbia Public Schools (DCPS andior the Schools) 1s to provide
comprehensive publicly supported education to students from pre-kindergarten through prade twelve.
Services nclude programs at the elementary, junior and semior high school levels, as well as special
education for handicapped students and carcer training opportunities for adults at career development
cenlers.

The Schools are an independent, but not legally separate, agency of the District of Columbia {District) and
are incleded in the District’s budgetary request to the United States Congress (Congress). The School
budget is subject to approval by the Council of the District, and is subject lo congressional appropriation as
part of the overall budget appropriation for the District for each fiscal period,

The District of Colombia Board of Education (the Board) is the official policy making body for
educational related issues m the city. Its membership is comprised of five (5) elected members (the
President is elected city-wide), four members (al-large) who are appointed by the mayor, and two student
representatives. The School Board of the District of Colombia Public Schools appoints the Superintendent.
The Superintendents is the Chiel executive and admimstrative head of the Public School Division.

The sccounting and reporting policies followed by the Schools in the presentation of the Budgetary
Comparison Schedule — Governmental Funds (the Schedule) conform to accounting principles penerally
accepted mn the United States of America (GAAP). The following is a summary of the Schools” significant
accounting policies,

Financial Reporting Entity

The Schools are considered an agency of the DHstriet’s reporting entity because it is not legally separate,
and the District thus holds its corporate powers, The majority of the School’s local revenues are received
from the District, In fiscal year 2004, the Schools received appropriations from the District representing
23% of the District’s total general fund revenve, Further, the Schools are subject to the budpetary
procedures followed by the Dhstriet in its annual request to Congress. As an agency of the District, the
linancial position and results of operations of the Schools are included in the District's basic financial
staternenis,

The accompanying schedule and notes presents only the DCPS's original budget, final budget, and its
results of operations on o budgetary basis. Therefore, the accompanying schedule and notes presents only a
portion of the District of Columbia’s General Fund and Federal and Private Resources Fund (governmental
funds} and is not intended to present the complete financial position or changes in financial position of the
Schools or the Dhstrict as a whole in conformity with accounting principles penerally accepted in the
United States of America.

3 {Continued)
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DISTRICT OF COLUMBIA PUBLIC SCHOOLS
Motes (o the Budgetary Comparison Schedule — Governmental Funds

Fiseal Year Ended September M, 2004
(Oollary in Thousands)

Excluded from the sccompanying schedules are:
#  Depreciation on all captal assels used by the Schools;

* Interest expense and related debt service costs on general obligation debt issued by the Digtrict to Tund
the Schools capilal improvemenis program.

Measnrement Focus and Bazis of Accounting

Measurement [ocus refers to what is being measured; basis of accounting refers to when revenues and
cxpenditurcs/expenses are recognized in the accounts and reported in the financial statement. Thus, the

uccounting and financial reporting treatment applics to a fund or activity is determined by its measurement
frcus,

{a) Measurement Focns

All povernmental Tumds are accounted Tor using a ow of current financial respurces measurcment
focus and the modified accrual basis of accounting. Operating statements of these funds present
increases (revenues and other financial sources) and decreases (expenditures and other financing
uses )y in net current assels,

(b  Basis of Accouniing

All governmental funds wse the modified accrual basis of sccountme,. Under the modified accrual
basis of accounting, revenues are recognized when susceptible to acenl (that is when they become
both measurable and available.) “Measurable” means the amount of the transaction can be
determined and “available” means collectible within the current period or soon enough thereafier to
e used to pay liabilities of the current period. A one-vear availability penod 15 used for revenue
recognition for all other governmental fund revenues. Expenditures are recorded when the related
fund lsbility is incurred. However, certain expenditures and liabilities such as compensated
absences, clums and judgments, and special termination benefits are recorded in the govermmental
fund statements only when they mature or become due for payment within the period.

Intergovernmental revenues are amounts derived through agreements with other povernments. In
general, these revenues are comprised of contributions and granis made by the Federal government
to the District. Contributions are recognized as revenue when received. Generally, entitlements and
shared revenues are recognized when available, Resources arising from grants are usually subject to
certain eligbility requirements; therefore, most grant revenues are recognized as revenue only when
the conditions of the grants are met. Grant funds received before all eligibility requirements ane miet
are recorded as deferred revenue.

feb  Local Revenyes-2004 gud 2005

Local revenues represent an allocation of the District's General Fund revenues that support the
operations of the Schools. The amount of allocation is limited, by the Appropriation Act, to only
amounis originally approved, subseguent supplemental appropriabions, and reprogrammings.

4 {Contimwed )
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DISTRICT OF COLUMBIA PUBLIC SCHOMMLS
Motes to the Budgetary Companson Schedule — Governmental Funds

Fiscal Year Ended September 30, 2004
{oilors in Thowsands)

As documented in the FY 2004 Appropriations Act, 1. C. Public Schools is aulhorized o receive a
ten per cent (10%) advance on the FY 2005 Appropriation (local revenues) in July to facilitate the
opening of school in September.

Compensated Absences

The School’s policies allow employees 1o accumulate unused sick leave with no maximum
limitation. Pursuant to the Teacher’s Union contract, unused sick leave may be paid out annually
upon teacher request. Vacation (annual) leave may be accumulated up to 240 hours. The DCPS
records vacation and teacher’s sick leave as an expenditure in the schedule only to the extent that it
matures or comes due for pavment,

Claims and Judgments

The Schools record claims and judgments to the extent that they are to be funded from its
appropristions. The claims and judgments that are recorded by Schools consist of employee wage
suits, claims resulting from union negotiated contracts, special education suits, and adjustments of
federal awards. All other major judgments and elaims are appropriated in another functional level of
the Disirret's budget.

Inierfund Activiy
The effeet of interfund activity has been eliminated from the schedule,

Indivect Cosis

T'he hstrict and the Schools do not allocate mdirect costs to the functional levels for budgetary and
actual purposes and those costs are not included in the accompanying schedule.

Fringe Benefits

The fringe benefils for employees of the District are budgeted and expended at the functional kevel.
Health, disability, workers compensation and retirement benefils associated with Schools” employees
are included in the sccompanying schedule,

Repairs and Maintenance

Costs of repairs and maintenance {o capital assets utilized by the Schools are budgeted and expended
at the Schools” functional level and are included in the sccompanying schedule. Costs of
improvements to capital assets are budgeted and expended in the School Capital Project Fund and
are not included in the accompanying schedule,

Basis of Budzeting and Budectary Control Policies

The budgetary data meluded in the Schedule was a component of the overall Disirict budget request
approved by the U5, Congress. Although the Board developed a separate budget request, which was
submitted to the Mayor o support the Schools™ fiscal 2004 operational needs, the budget ultimately
approved and included in the accompanying schedule represents an allocation from the District™s final
approved budget.

3 (Conbinued)
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DISTRICT OF COLUMBIA PUBLIC SCHOOLS
Moles to the Budgetary Comparison Schedule — Governmental Funds

Fiscal Year Ended September 30, 2004
(el o Thesesenanade)

Process

About March 15 of each year, the Mayor submits to the Council an all sources budget for the
General Fund, for the fiscal year commencing the following October 1. The Council holds public
hearings and adopits the budgel through passage of a budget request act. The Mayor may not forward
and the Council may not adopt any budget for which expenditures and other financing uses exceed
revenues and other financing sources. A project-length [mancial plan s adopted for the General
Capital Improvements Funds. About June 1 of cach year, the Mayor approves the adopted budget
and forwards il to the President of the United States for review. Early in June of each year, the
President submits the reviewed budget 1o Congress which conducts public heanings and enacts the
budget and the authonized Federal payment in-lieu-of taxes though passage of an appropriation law,

Approprigiion Act

The legally adopted budget is the annual approprniation public law {Appropriation Act) enacted by
Congress and signed by the President. The Appropriation Act authorzes expenditures at the function
level or by appropriation title, such as Public Safety and Justice, Human Support Services or Public
Education. Congress must enact a revision that alters the totul expenditures of any function. The
Dhstrict may request a revision fo the appropriated expenditure amounts in the Appropriation Act by
submitting to the President and Congress a request for a supplemental appropriation.

Pursuant to the Reprogramming Policy Act (D. C. Official Code 47-361(2001), as amended), the
Dristrict may reallocate budget amounts within appropriation title. The appropriated budgel amounts
in the Budgetary Comparison Statement include all approved reallocations. This statement reflects
budget 1o actual compansens at the function level {or appropriation title). Appropriated actual
expenditures and uses may notl legally exceed total appropriated budgeted expenditures and uses at
the function level as shown on this statement. A negative expenditure variance in the budgetary
comparison statement for a particular function is a vielation of the Anti-Deficiency Act (31 U.S.C.
1341, 1342, 1349, 1351} and the District of Columbia Anti-Deficiency Act exists (D.C. Official
Code 47-3555,01-355.08, 20013, Also, a violation of the D.C, Anti-Deficiency Act exists if there is a
negative expenditure variance for a particular purpose or ohject of expenditure within an
appropristion. There were no violations of these Acts as of September 30, 2004, although
immaterial, lechnical violation of the D.C. Anti-Deficiency Act did occur during the year. These
violations were cured by fizcal year-end.

The Appropriation Act specifies expenditures and nel surplus or deficit of revenues. The
Appropriation Act does not specify revenue amounts. The legally adopted revenue budget is based
primarily on the revenue estimates submitied Lo the President and Congress as modified through
legislation. The Budgetary Comparison Statement shows Revenues and Other Sources as presented
in the Conference Report (H.R. 108-401) and Expenditures and Other Uses as contained in the
Appropriation Act (PL 108-19%.)

Local revenues include an allocation of a portion of these funds to the Schools,

& {Contimued)



DISTRICT OF COLUMBIA PUBLIC SCHOOLS
Notes to the Budgetary Comparison Schedule - Governmental Funds

Fizcal Year Ended September 20, 2004
(Drellars in Thousands)

(5} Retirement Plans

fa)

(B}

fich

Teachers® Retirement Plan

The Teachers” Retirement Plan (D.C. Code 4-601, 11-1561, 31-120) is a component of the Districl's
Retirerment Program, which is a single-employer defined benefit pension plan covering the Schools’
teachers. The plan provides retirement, death and disability benefits, and annual cost of living
adjustments to plan members and beneficiaries.

Participants contribute seven percent 7% {or 8% for teachers hired on or after November 16, 1996)
of annual pay minus pay received for summer school. Members may also contribute up to 10% of
annual pay foward an ennuity in addition to any vested pension. The District and Federal
governments make contribulions based upon actuarially determined funding requirements, The
Distriet did not make a contribution to the Teachers' Retirement Plan for the year ended
September 30, 2004,

Teachers who retire at age 55 with 30 years of service, at 60 with 20 vears, or at 62 with 5 years are
entitled 1o an annual annuity, payable monthly for life, equal to one and a half percent {1.5%) of their
average salary for the highest consecutive 3 years for each vear of service up to 5 years, 1,75 percent
for each vear over § years, and 2 percent for each vear over 10 years, up to o maximum ol 80 percent
excluding credit for wnused sick leave. Benefits vest upon reaching 5 years of service and increase

after retirement based upon inflation. Refunds are made if separation occurs before 5 years of
SCCVICE.

Additional information relating to this plan is available in Note 9 of the Distriet’s Comprehensive
Annual Financial Report (CAFR) for the year ended September 30, 2004

Civil Service Retiventent System

The Schools admimstrative and support employees hired before October 1, 1987, participate in the
United States Civil Service Retirement System (the System). Employees contribute seven percent
{T%) of thewr annual salary to the federal government, which administers the plan. The District’s
contrivution for most Civil Serviee covered employees is 8.51%. The federal government provides
additional health care and life insurance benefits to certain retired Schools’ administrative and
support employees under the Federal Employees’ Health Benefits Program and the Federal
Employees” Group Life Insurance Program with no liability to the Schools.

Diserice Retirewent Plan

Non-leaching employees hired on or afler October 1, 1987 participale in the District’s Retirement
Plan discussed below and the United States Social Security System. The District’s Retirement Plan is
a defined contmbution plan (D.C. Code 4-601, 11-1561, 31-120) with a qualified trust under Intemal
Revenue Code Section 401 for permanent full-time employees covered by the Social Securily
System. The District contributes five percent (5%) of an employee's base salary each quarter. There
are no pon-emplayer contributions under this plan. The Schools’ employees covered under this plan
vest fully after four vears of service, following a one-year waiting period. Contributions are reduced

7 {Contineed)



fu)

DISTRICT OF COLUMBIA PUBLIC SCHOOLS
Maotes to the Budgetary Companson Schedule - Governmental Funds

Fiscal Year Ended September 30, 2004
(Dollars in Thowspads)

if separation occurs before five years of credited service. Contributions are not assets of the District,
which has no further liability to this plan,

Daferred Compensation Plan

Under the District-sponsored Deferred Compensation Plan established pursuant to Section 457 of the
Internal Revenue Code, the Schools' employees including teachers, may defer the lesser of $13,000
or 100%% of ncludible compensation in calendar year 2004. Employees with more than fifteen vears
of service may defer up to §15 thousands for the calendar year 2004, Also an additional deferral of
$2 thousand was available fo participants who were at least 50 years old before the end of the
calendar year. Compensation deferred and incomes eamed are taxable when paid or made available
to the participant or heneficiary upon retirement, death, termination or unforeseeable emerpency.
Contributions are not assets of the District, which has no further liability to the plan.

{6) Commitments and Contingencies

fa)

i)

Operating Leases

The Schools lease office space from the District under an intra<district arrangement. In addition,
other lease expenditures include equipment and vehicles. The total lease expenditures for the fiscal
year ended Seplember 20, 2004 were 12,859, Future minimum lease payments under the operating
leases at September 30, 2004 are as follows:

Year Amounis
20035 b 3,200
2006 o, 4as
2007 i, 394
2008 &, 20
2004 715

Total future minimum lease payments  § 28,397

Self-Tnsurance

The Schools, as an agency of the District, participate in the Districts’ self-insurance activities. The
Distriet, through a separale appropriation, pays all significant losses arising from a lack of insurance,
Mo significant losses occurred during the [scal vear ended September 30, 2004, Information
regarding the Dhstrict’s outstanding liability at September 30, 2004 is presented i the District’s
Comprehensive Annual Financial Report no separate information related to the Schools 15 available.

B {Contmued)
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DISTRICT OF COLUMBIA PUBLIC SCHOOLS
Motes to the Budgetary Comparison Schedule — Governmenial Funds

Fiscal Year Ended Seplember 30, 2004
(Dl i Thowesands)

Federally-Assisted Grant Programs

The Schoals is a recipient of varous federal awards used in a variety of educational programs. The Schools
are subject to audits in accordance with the Single Audit Act Amendments of 1996 and the grant programs
may be subject o addiional financial, programmatic and compliance audits by the respective federal
grantor agencics,
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